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Vietnam's economy and that the strategy it has employed towards a "socialist-oriented market economy" may be starting to falter. Slowing Gross Domestic Product (GDP), rising inflation, and falling foreign investment point to the possibility that Vietnam is becoming caught in the "middle-income trap." The middle-income trap describes the challenge developing economies face after they rapidly grow into a middle-income economy by providing inexpensive low-skilled labor for manufacturing, but then cannot compete with high-income advanced economies because it lacks the institutions necessary to continue economic growth. The author suggests that strengthening the Vietnamese private enterprise sector is the way to escape the middle-income trap and recommends that Vietnam adjust its current socio-economic strategy to address the core issues that will limit further economic growth. The author recommends eliminating the competitive advantages of Vietnam's large state-owned enterprises, improving private enterprise access to capital, and liberalizing access to the Internet and advanced education in order to develop both the fiscal and human capital necessary to become a high-income economy. Finally, the author concludes with recommendations on how USPACOM may be able to build a closer relationship with
Vietnam by assisting its private enterprises.
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INTRODUCTION
The United States needs Vietnam as a strong economic partner in Southeast Asia.
The United States exports over $1 trillion in goods annually to the Asian-Pacific region.
1
Strong economic partners make good security partners and the 2012 U.S. National Security Strategy emphasizes the importance of building relationships with Asian allies and key partners in order to ensure stability and security of the region. 2 Pragmatically, the United
States understands that although Vietnam is a one-party communist nation, it can be also be a partner for regional stability. Vietnam's economic transformation has been remarkable and it has become a solid U.S. trading partner during its gradual transition towards free-market Although there is plenty to be confident about in Vietnam, there are signs that not all is well with its economy and that the strategy it has employed towards a "socialist-oriented market economy" may be starting to falter. 4 Slowing Gross Domestic Product (GDP) growth, rising inflation, and falling foreign investment point to the possibility that Vietnam is becoming ensnared in the "middle-income trap." 5 The middle-income trap is a concept first described by Geoffrey Garret as the challenge undeveloped economies face after they rapidly grow from a low Gross National Income (GNI) base into a middle-income economy by providing inexpensive low-skilled labor to manufacture products that were designed in high-income economies. 6 Once its wages rise to the middle-income level, Vietnam now faces fierce competition from the low-income economies competing to manufacture the same goods. Also, it cannot compete with high-income economies because it lacks the institutions necessary to develop markets and the high-skilled labor required to participate in an advanced knowledge-based economy. Unless Vietnam modifies its current economic strategy, the factors that limit economic growth will leave it mired in the middle-income trap.
The Communist Party of Vietnam (CPV) understands that the key to its political stability and security is maintaining economic growth. However, its economy is dominated by large inefficient State-Owned Enterprises (SOE) that consume significant state resources but do not produce commensurate growth. 7 Vietnam's current economic strategy preserves the SOE's prominence and attempts to employ the same methods, slightly refined, that were used to attract low-wage manufacturing. The United States should encourage a different approach that increases stability through free-market competition and respect for human rights while achieving Vietnam's goal of increased economic growth. These shared goals can be realized through Vietnam's privately-owned business sector. To unleash private enterprise growth and escape the middle-income trap, Vietnam must adopt a new strategy that eliminates the competitive advantages of the SOEs, improves private access to capital, and liberalizes public access to the Internet and higher education.
THE CURRENT STRATEGY
To understand the current state of Vietnam's economy, it is necessary to discuss some of the past reforms that inform its current strategy. After thirty years of persistent conflict, the Vietnamese centrally-planned economy was in a shambles. Drained of resources, its people were disenchanted with the unfulfilled promises of communism. Vietnam's GNI to $3,000 by 2020. 19 However, the strategy is highly abstract with little discussion of meaningful SOE reform. It expresses the need for private enterprise to take a more active role in future growth, but lacks specifics that demonstrate substantial government support for the private sector. 20 The key to escaping the middle-income trap lies with Vietnam's Small-to-Medium Enterprise (SME) private sector. 21 If true free-market competition is enabled, the agility of private enterprises will result in more rapid innovation, efficiency, and the increased productivity necessary for an advanced high-income economy.
RELEASING THE COMPETITIVE SPIRIT
Competition is the central feature of a free-market economy that makes capitalism the world's most successful economic system. However, competition is stifled in Vietnam and monopoly markets make it very difficult for the SMEs to now gain a foothold and be able to move up the business value chain and increase productivity.
To escape the middle-income trap, Vietnam must begin to improve the competitive landscape for private enterprises. Although there has been equitization of the SOEs, it requires full privatization, true competition, and transparency to eliminate real and perceived market advantages and rent seeking. Vietnam should fully privatize all but the most "strategic" of industries. Although difficult, it will require the elimination of close government and SOE connections, at both the provincial and central levels of the CPV.
After reducing state involvement, Vietnam must encourage foreign-private partnerships in non-strategic areas that can be an incremental step that will allow SMEs to take advantage of foreign expertise and growth opportunities that are currently closed to them. For example, to strengthen the partnership with Vietnam and assist the growing SMEs, the United States, through USPACOM, could request to contract with specific private firms based on unique products or services the firms could provide U.S. forces in the area. This would provide a small firm a large customer on which to gain experience and expand its business. In combination, these initial steps will begin to reduce the competitive advantages of the SOEs and improve the SME's opportunity to contribute to Vietnam's development into a highincome economy. However, growth requires access to input factors such as business loans and land to expand operations and take advantage of these new markets. 34 Gainsborough, Changing Political Economy of Vietnam, 30. 35 Chesier and Jago, Top 200, 7.
FREEING PRIVATE ACCESS TO CAPITAL
In order for private enterprise to take advantage of free market competition, it is must be able to raise capital in order to conduct research and development, modernize facilities, In summary, improving the ability to raise capital through normal markets is essential to increasing Vietnam's private sector growth. To escape the middle-income trap, the SOEs must reduce borrowing to only projects in its core line of business. Next, legal and regulatory impediments that impede SOCB lending to Vietnam's SMEs should be removed and normal accounting standards must be applied to both the private and public sectors.
Finally, it is essential to assist the SMEs qualify for credit by eliminating barriers in obtaining commercial land-use rights. Additionally, the United States could improve the U.S-Vietnam security partnership by encouraging U.S. banks to provide preferential lending to private SMEs in order to offer USPACOM contract services in the area. Once Vietnam's SMEs are competing on a level playing field and have access to new capital to expand, they 45 will need a highly educated workforce and global Internet connectivity to lead Vietnam into a knowledge-based high-income economy.
UNLEASHING VIETNAM'S HUMAN CAPITAL
The rapid growth of Vietnam's economy resulted from the CPV pragmatically compromising their communist principles and incrementally implementing capitalist marketbased reforms in order to maintain one-party control. Before China, the conventional belief was that this was a fool's errand that could only end in one of two ways: a sharp reversal of the economic reforms or the eventual fall of the one-party system in favor of a multi-party democracy. Bruce Bueno de Mesquita and George Downs argued in Foreign Affairs that the transition to a free-market economy alone is not enough for democracy to flourish. 47 Rather, a one-party government can restrain the call for democracy through the control of "coordination goods." 48 They defined coordination goods as basic human rights that democracies typically enjoy, including the freedom to participate in the political process, freedom of religion, media, and wide access to advanced education. 49 The CPV is attempting to balance free-market economic reforms to achieve economic growth, but limit the institutions and capabilities that could stimulate new political philosophies and organize opposition to the one-party system. 50 While there is merit in the argument that the CPV can obstruct a challenge to the one-party system through the control of coordination goods, it does so at the cost of finding itself caught in the middle-income trap in perpetuity. If
Vietnam is to transition into the high-income level of world economies, it must take a liberal Advanced education differs markedly from basic education in the way that it encourages the student to think and develop arguments and new ideas-skills that are crucial in today's complex, rapidly evolving, knowledge-based economy. Science, information technology, medicine, and engineering rely heavily on the ability to coordinate with peers, propose new ideas, and share research. Without these skills, and the networks to utilize them, an economy is at a distinct disadvantage and is relegated to taking innovations and technologies from the knowledge-based economies and simply replicating them at cheaper prices.
Vietnam has been an attractive location for foreign manufacturers because of its large amount of inexpensive labor with a basic education. Indeed, with a 93 percent literacy rate,
Vietnam's basic education is above average and is ideal for firms looking to manufacture products designed elsewhere. 54 Vietnam's rapid rise from the low-income to middle-income, as described earlier, is highly attributable to this fact. To rise into the high-income category however, Vietnam must improve its university system and allow more of its citizens the opportunity for an advanced education, including masters and doctorate programs. While
Vietnam's basic education is good, it has a long way to go when it comes to advanced levels of education. Hayton, Vietnam, 13. software workers." 57 Illustrative of how important advanced education is to economic success, every country, except one, with over five universities on the top 500 university list are high-income economies. The only middle-income country on the list is China, and they are a high middle-income economy with a population over one billion.
One could argue that China has been able to successfully employ this control of coordination goods strategy since the 1970s with limited political resistance while enjoying outstanding economic growth. While true, they are still in the middle-income trap. To escape, China will eventually have to release the creativity of its population, and when they do it is doubtful the Chinese people will stay satisfied with limited political freedom.
The control of coordination goods will eventually fail. The CPV has been able to maintain political control while the population was content with rapidly rising incomes, however, the real test is yet to come. Will the Vietnamese be content to be "stuck in the middle" while their government continues to promise growth it can no longer deliver? As Vietnam will incentivize the CPV to continue close cooperation with trading partners and help ensure free trade and peace in the region. To be a strong economic partner, Vietnam must change its current socio-economic strategy and escape the middle-income trap.
Vietnam has capably managed the transition from a completely closed centrally-planned economy to socialist-oriented market economy. However, the leap from a middle-income to high-income economy is much more difficult to accomplish.
The CPV must drastically improve the competitive conditions that face Vietnam's SME private sector. First, they must eliminate the close SOE-local party connections and minimize the artificial advantages enjoyed by the state enterprises. Also, SOE involvement in industries that clearly could be privatized must end so to free these markets for private enterprise. Additionally, SMEs should be helped to enter industries that are currently monopolized by foreign firms. These reforms must be initiated from the top and enforced at the local level to prevent local regulators from extracting rents and the SOEs from attempting to block private enterprise participation in the market.
Next, fair competition must be combined with increased private enterprise access to capital. Eliminating laws that criminally punish bank officials for defaults and discouraging SOE lending outside its core business must happen quickly. Combined with improving private enterprise's access certificates of land-use rights for commercial purposes will open new opportunities for the SMEs and will drive the innovation and expansion necessary to increase economic productivity.
Finally, the CPV must resist the instinct to protect their power by restricting coordination goods, especially Internet access and advanced education. A high-income economy needs access to information and highly-educated people to develop the products and services necessary to compete in a globalized economy. The combination of free-market competition, efficient use of limited capital, and unleashing the Vietnamese people's creative spirit will provide more economic growth than any centrally-planned economic strategy could ever realize.
RECOMMENDATIONS
 USPACOM could foster free-market competition by seeking private SMEs to offer small contracts for services on the basis of truly unique or best value  The Unites States should encourage U.S. banks to provide capital to private SMEs that need assistance to expand in order to offer USPACOM the contract services it needs in the area  In coordination with the U.S. Department of State, encourage open access to the Internet and offer opportunities for Vietnamese students to attend U.S. research universities, U.S. military academies, and the services war colleges
